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KEY ECONOMIC INDICATORS: MEXICO 


Item 1976 1977 % Change 


NATIONAL ACCOUNTS 

GDP (Current Pesos) 1,220,800 1,631,500 
GDP (1975 Pesos) 1,022,200 1,050,800 
IMF Average Exchange rate 

(Pesos/Dollar) 15.426 22570 

GDP (Current Dollars) 79,139 Taeaid 
GDP (1975 Dollars) 66,265 46,551 
Per Capita GDP (Current Dollars) 1,270 Loo 


INDUSTRIAL PRODUCTION INDICES (1970 equals 100) 

Overall 142.9 147.9 
Manufactures 140.7 45.9 
Petroleum 33226 178.8 
Petrochemical 192.9 Lg5.4 
Mining 119.4 119.2 
Electric Power 169.2 184.9 
Construction 147.5 143.9 


MONEY AND PRICES 
Money Supply (M1, Billions of 

Pesos, Year End) 154.8 195.4 
Consumer Price Index 

(1968 equals 100) g22.1 286.7 
Wholesale Price Index 

(1954 equals 100) 355.6 502.1 


BALANCE OF PAYMENTS 

Current Account Receipts teuee 8,010 
Exports 373.0 4,093 
U.S. Share (Percent) 62.0 58.6 
Current Account Expenditures 10,276 9,789 
Imports 6,030 5,486 
U.S. Share (Percent) 62.4 cue 
Interest on Public Debt 1,266 1,542 
Balance on Current Account -3,044 -1,780 
Errors and Omissions -2,597 -212 
Bank of Mexico Reserves LySi2 2,216 


NOTES: 
1) All values in millions of dollars unless otherwise stated. 


2) Change of exchange rate in 1976 makes comparisons between 
1976 and 1977 in dollars difficult. 


3) Population Estimates: 1976 - 62.33 million; 1977 - 64.59 
million. 
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II. OVERVIEW 


The Mexican economy is recovering from the economic difficulties which 

led to the devaluation of September 1976. Business confidence is growing, 
credit is becoming easier, the government budget appears under reasonable 
control, industrial expansion is underway, the value of the peso appears 
to have stabilized, and there is renewed confidence founded on the 
discovery of large oil and gas deposits. The gross domestic product is 
expected to grow 5% this year after 1977's 2.8%, and officials are 

talking about a 7-8% rate for the following years. Inflation is still 
high and, given the current rate of expansion of the money supply, it will 
remain high for some time to come. Unemployment and underemployment 

are very high and not likely to be reduced soon. The country is carrying a 
large burden of foreign debt which it will not be able to reduce relative 
to GDP until the early 1980's and which constrains its domestic policies. 
However, with sustained growth these essentially long-term problems should 
be manageable. To fuel this growth Mexico will continue to import sub- 
stantial amounts of production goods and basic foodstuffs. Given its 
foreign exchange earnings on oil and gas, it will probably continue to be 
selective in allowing entrance to foreign venture capital. 


III. CURRENT ECONOMIC SITUATION AND TRENDS 
A. Finance 


The monetary policy objectives in 1977 were to reduce inflationary pressures, 
stimilate savings in pesos, and increase credit available to the private 
sector. To a greater or lesser extent progress has been made toward these 
goals. 


The money supply, including dollar checking accounts, increased 26% in 1977 
and this annual rate is being maintained during the first months of 1978 as 
well. Credit in early 1978 is expanding at a rate of 27-30%. About 31% of 
domestic credit is still in dollars and is increasing at about the same 
rate as peso credit. Whereas private bank liabilities increased barely 
7.3% during the first half of 1977, they increased 22.5% during the second 
half of the year and so far in 1978 are continuing to increase at a 
comparable rate. Commercial bank lending rates to prime borrowers in 

pesos currently are 18-19% and domestic corporate bond yields are about 17%. 


The increase from 1976 to 1977 in the consumer price index (CPI) was 29.1% 
and that for the wholesale price index (WPI) was 41.2%. Monthly rates tended 
to decrease throughout 1977, but during the first five months of 1978 both 
indices increased more rapidly, at an average monthly rate of 1.4% and 1.7% 
respectively. Such increases, if continued for the rest of the year, would 
indicate a basic annual inflation rate closer to 20% than the 15% the 
government has announced as its aim. The increases may have been triggered 
by the government's abrupt removal of most price controls in February but 
this cannot completely explain either the monthly pattern of the CPI or the 
WPI jump. Since the devaluation of the peso on 1 September 1976 the CPI 
has risen 51% and the WPI 69% through the first five months of 1978. 
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In reducing the net financing requirements of government operations, both 
for the government itself and its agencies, more credit will become 
available to the private sector. The government has developed a three 
year stabilization program in conjunction with the IMF which is reflected 
in the 1978 budget. This budget, presented in December 1977, intends to 
reduce the public sector deficit by increasing revenues 31% and spending 
24% and thus hold net new financing to about 94 billion pesos, or less 
than 6% of estimated GDP for 1978. 


Data on public finances for the first quarter of 1978 show that government 
finances are tracking better than they have for many years. Nonetheless, 

spending by government agencies seems to be running over the budget and 

it is likely that spending and the overall government deficit will exceed 

targets by the end of the year. 


B. Industry 


The second half of 1977 continued the slow industrial recovery that had 
been noticed earlier in the year. The degree of recovery, however, 
varied by industrial sector, with petroleum production, steel, electric 
power and construction activity (particularly that related to the Cactus- 
Reynosa gas pipeline) up substantially. Lesser gains were posted by the 
chemical industries, and in the automotive sector. 


The government has predicted that overall industrial production will 
increase 7% this year in contrast to 1977's increase of 3.5%. This figure 
is supported by a recently published private bank projection and investment 
indicators. Mexico lacks accurate data on current investment, inventories, 
or unemployment. In place of these several proxies are often used: the 
importation of machinery in dollar terms (Mexico produces very little of 
its capital goods needs) and the volume of production of materials for 
construction. Both of these series show that investment and production 

in the first quarter of 1978 were about 8-9% above 1977 levels. Most 
price controls were lifted in February but the government continues to 
watch increases carefully. 


The steel industry recovered in 1977 from its disappointing performance 
in 1976; overall steel production tonnage rose 4.4% over that of 1976, 
but the industry operated at only 61% of installed capacity. Steel 
production is expected to continue to expand during 1978, with industry 
experts predicting at least a 6% increase and capacity utilization 
reaching 70%. 


The government announced a restructuring of the industry in January 1978. 
By 1980 it wants to attain maximum capacity (11.7 million tons) from 
current plant. However, this means an additional investment of 35 billion 
pesos to overcome current production bottlenecks. The government plan 
calls for increased emphasis on flat products, essential for manufacturing 
Capital goods, and increased use of natural gas with the Mexican direct 
reduction technique. The three major firms of AHMSA, Fundidora, and 
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Sicartsa were for all practical purposes put under single management with 
the general name Siderurgica Mexicana (SIDERMEX). 


Prospects for the construction industry are improving. In addition to 
the gas pipeline project, work has begun expanding the Mexico City 

subway and additional contracts have been granted for roads, dams, and 
other public works. Although it was feared that higher cement prices 
authorized in January 1978 would dampen construction recovery, the cement 
industry's production and sales are climbing. The industry is working 
at 90% capacity in early 1978 compared to slightly above 80% during the 
comparable 1977 period. Also, although no data are available, it appears 
that housing starts are increasing. 


Although results varied widely from product to product, the growth of the 
chemical sector averaged 4% in 1977 and there are hopes for doubling 

this rate in 1978. The petrochemical sector, on the other hand, did not 
achieve its customary spectacular growth as PEMEX's petrochemical expansion 
Slowed until August of last year. Still, in October 1977 PEMEX doubled 

its ammonia capacity with the inauguration of two new plants, and units 

of another major PEMEX petrochemical complex are scheduled to start 
production late this year. Overall, PEMEX and private sector projects 
will assure the continuation of the petrochemical sector as one of the 
most dynamic in the Mexican economy. 


The automotive sector showed improvement during the last quarter of 1977 
as the result of good consumer demand for 1978 model cars. Auto sales 
for the year were down only 2.3% to 194,500 units from 1976, while medium 
and heavy truck sales declined 35.8% to 13,000 units, reflecting still 
unsettled business conditions. In contrast, agricultural tractor sales 
were up 21.5% to 10,800 units during the year. On the production side 
however, because of inventories, automotive industry output actually 
declined 13.6% overall during 1977. So far in 1978 the production of 
cars, trucks, and tractors is booming. However, requirements of the 
Mexican Government's new automotive industry decree may create problems for 
automakers as they must use more domestic parts in their operations or 
compensate for this by exporting more. 


The current Administration has targeted electric power as a key growth 
area and some 25 billion pesos will be invested in 1978 to boost Mexico's 
generating capacity by 20%, adding 1.8 million kilowatts to the system. 
In 1977, 49 million KWH were generated, up from 44.6 in 1976. A priority 
goal of the new Administration is to reduce dependence on oil-powered 
power plants, thereby freeing petroleum resources for export. Whenever 
possible new thermo-electric plants will be coal or gas fueled and some 
older oil fueled plants converted to gas. 


The government has begun two programs intended to modify Mexico's 
industrial structure. In March 1978 it announced a program to foster 

the development of a capital goods industry by means of tax reductions 
and various subsidies. Interestingly, the means chosen are fiscal and 
trade barriers were not initially mentioned although eventually these may 
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be used as well. In April the government announced a program to help 
medium and small industry, defined as firms with between 25,000 and 35 
million pesos in capital, which covers 85% of domestic firms. The basic 
purpose of both programs is to increase employment along with production 
as small firms are usually much more labor intensive than larger ones, 
as are capital goods producers. Neither program is open to majority 
owned foreign firms. 


cs Labor 


After a steady climb since the late 1960's the average real wage of the 
Mexican worker declined in 1977 and, it appears, is declining in 1978 

as well. This apparently is a necessary part of the government's 
stabilization program. Neither increases in wages of unionized workers or 
in the minimum wage have kept pace with recent inflation; although the 
unionized sector has been able to protect itself somewhat by obtaining 
substantial fringe benefit increases, in effect postponing some of the 
effect of wage increases into the future. Recent wage increases have 
been above the publicized government guideline of 12%, running about 
14-15% plus hefty increases in fringe benefits. Organized labor's 
discontent with its falling real wage is showing up in increased strikes. 
In the first three months of 1978 there were 427 strikes, 47% more than 
in the same period in 1976. Also the duration of the strikes is higher, 
an average of 5.2 days versus 3.5 days in 1976. 


The government and the country as a whole has become much more cognizant 

of its growing unemployment problem. Recent government statistics show 

that barely 50% of the economically active workers in the Federal District 
are fully employed. The percentage drops to the middle 40's for other 

parts of Mexico. Newspapers headline an "Alarming Increase in Unemployment". 
And one of Mexico's most respected economists recently stated in Congress 
that, "open unemployment is reaching two million and it is estimated 

that underemployment is affecting about 40% of the economically active 
population, or about seven million workers". 


D. Petroleum and Mining 


Petroleum continues to be a major factor in Mexico's economic outlook. 
Seventy-nine exploration wells were drilled in 1977, of which 30 proved 
commercially producible. New finds brought Mexico's proven reserves of 
oil, gas liquids and natural gas equivalents to 16 billion barrels. 
Probable reserves are now estimated at an additional 31 billion barrels 
and possible reserves are listed at 120 billion barrels. 


Oil production reached nearly 1.2 million barrels per day (mm b/d) during 
December 1977 and averaged 1.1 mm b/d for the year. Gas production, 
however, was down in 1977, averaging slightly over 2 billion cubic feet 
per day. This did not represent a drop in capacity but rather a decision 
to close in unassociated gas wells and oil wells with relatively large 
ratios of associated gas until such time as the sweetening facilities 

and transportation systems were fully on line. The alternative was to 
continue flaring large volumes of gas. 
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PEMEX lists as major accomplishments for 1977 the location of a major 

gas structure in the Monclova basin (North Central Mexico) and a promising 
but still non-commercial find off of Baja California. While PEMEX claims 
that 80% of Mexico land surface (including offshore areas) has potential 
for oil and gas development, these two deposits are the first finds 
outside of the long recognized producing zones around the Gulf of Mexico. 


PEMEX Director, Diaz Serrano, announced in March of this year that 
Mexico would meet its 1982 goal of 2.25 million barrels per day of oil 
production by 1980. If this rate is reached Mexico should at that time 
have an exportable oil surplus of 1.0 million barrels per day. Diaz 
Serrano also announced that exploration work was proceeding well enough 
that by the end of the current sexennial (1982 - when Lopez Portillo's 
administration leaves office) Mexico is expected to have proven oil 
reserves of 30 billion barrels. 


PEMEX's 1978 development program includes: 
1) 114 exploratory wells - 99 onshore and 15 offshore; 


2) Crude oil and gas liquids production of around 1.6 mm b/d by 
the end of the year; 


3) Average gas production of 2.56 billion cubic feet per day; 

4) Average refinery throughpout of 998,000 b/d; 

5) Average petrochemical output of 17,000 metric tons per day; and 
6) Petroleum exports of 500,000 b/d by end of year. 


PEMEX's total budget for 1978 calls for expenditures of 180.1 billion pesos 
of which 85 billion will go for operational expenses, 70 billion for new 
plant and equipment, and 26.1 billion for debt service. 


PEMEX's 48-inch natural gas pipeline from Cactus to northern Mexico may 
become operational by early 1979. But full capacity will not be attained 
until turbines and compressors are installed. The pipeline connects the 
southern Mexican gas grid to the northern one and will enable Mexico to 
eventually export to the United States 2,000 million cubic feet of gas 
daily should an acceptable pricing formula be agreed to. 


The slow growth which had characterized Mexico's mining industry prior to 
the 1974-75 world recession seems to have at least recommenced. Plans 
are underway to expand production of copper, silver, lead, zinc, and 
sulfur. The latter will increase substantially due to desulfurization 
of Mexico's growing petroleum production. In January of this year Mexico 
removed its export taxes on 140 mineral products. This will raise 
domestic prices and should lead to increased production and exports. 





E. Agriculture 


In 1977, overall agricultural production increased about 4.0% in volume. 
There were production increases in oilseeds, cotton, livestock, poultry, 
vegetables and tomatoes, but wheat production declined 30%. Value 
increases were dominated by higher prices for coffee and tomatoes. The 
total value of 1977 Mexican agricultural exports to the U.S. amounted to 
one billion dollars, up 42% over 1976, of which coffee and fresh tomatoes 
accounted for 54%. Mexico now provides over 20% of U.S. coffee. The 
value of U.S. agricultural exports to Mexico increased by 80%, to $664 
million in 1977. Five commodities: soybeans, soybean meal, corn, sorghum 
and wheat accounted for 68% of the total. 


The outlook for 1978 is clouded by a severe drought in the northeastern 
part of the country; some areas have not had measurable moisture for more 
than 18 months. On the other hand the water situation in the northwest 
has improved considerably over that of 1977. Production of meat and 
oilseeds is bound to be reduced even if enough rain arrives by June. 


Mexico will remain a large importer of grain and oilseeds (mainly corn, 
sorghum and soybeans) for the indefinite future. Given its rapid population 
growth, the country cannot begin to meet its domestic grain requirements. 
Most of the productive land that can be farmed at current price levels is 
already in production; extension of agricultural production into sub- 
tropical savannah areas will be costly and slow; and changes in the land 
tenure system are difficult. 


The government is aware of the need to increase agricultural production 
and productivity. It announced in April a National Agricultural Plan to 
increase investment, encourage use of machinery, correct for erosion, 
bring new land into production, provide more and easier credit, improve 
seeds, provide more crop insurance, encourage use of more fertilizers, 
and begin several pilot projects in humid tropical areas. The government 
is trying to encourage more private investment in agriculture and even 
foreign private investment in agroindustry type projects. 


F. Foreign Trade and Payments 


Mexico's trade deficit fell by 50% to 1.4 billion dollars in 1977 but 
further improvement is unlikely. Devaluation, restricted government 
expenditure, and reduced domestic demand and production contributed to 
the improvement but these factors will be eased in 1978 and another, the 
growing importance of petroleum exports, added. For 1978 a trade deficit 
between 2.0 and 2.5 billion dollars is expected. 


Except for a 65% increase in petroleum exports to about one billion dollars, 
Mexican export earnings of 4.1 billion dollars in 1977 were not significantly 
different from those in 1976 overall. Particularly disappointing after 

the devaluation was a nominal increase of only 17% in exports of manu- 
factures (to 1.4 billion dollars) of which chemicals, beverages, and 





Page 9 


small manufactures accounted for most. Manufactures comprised only 

34% of 1977 exports compared to 36% in the previous year. Imports fell 
off by 10% to 5.5 billion dollars in 1977. Imports of consumption goods, 
mostly foodstuffs, actually increased but these were offset by large 
reductions in imports of goods destined for production or investment. 


There were no significant changes for 1977 in either the tourism account 
or that of in-bond assembly plants. Presumably positive effects on the 
current account should be forthcoming this year from both of these items 
if the devaluation of 1976 is to be effective. 


For the first quarter of 1978 the Mexican trade deficit of about 183 million 
collars was more than twice that of 1977. Exports of petroleum, cotton, 

and tomatoes are up; but those of manufactures, food, textiles, and 
chemicals are down. Petroleum exports are now over 30% of total exports 
compared to 22% in 1977. Imports of basic foodstuffs and, most importantly, 
capital goods are increasing rapidly. 


Mexico has been able to finance its current account deficit by borrowing. 
As long as this borrowing is greater than amortization of principal and 
covers the current account deficit, there is little current pressure on 
the value of the peso. Lenders are counting on Mexico's forthcoming 
earnings from petroleum, and possibly gas, to service these loans. If 
petroleum exports reach 500,000 barrels daily by the end of 1978 as 
scheduled, this would earn almost two billion dollars in foreign exchange 
for 1978, or double 1977 petroleum earnings. 


Official foreign indebtedness at the end of 1976 was about 31% of GDP. 

The government and its agencies will borrow about three billion dollars 

net this year, raising the official total foreign indebtedness to 26 billion 
dollars by end of 1978. Private external indebtedness is unknown but is 
believed to be at least five billion dollars. After 1978 official 
borrowing needs are expected to decline quickly until 1980. It is not 

yet clear whether Mexico will then refinance maturing debt or reduce its 
public sector external debt with earnings from the burgeoning oil exports. 


IV. IMPLICATIONS FOR THE UNITED STATES 


A. U.S.-Mexican Trade 


The pattern of U.S.-Mexican trade is changing. The U.S. for a long time 
had a large positive trade balance with Mexico but in recent years this 
has become smaller. Due to increasing imports of petroleum products 

from Mexico, 1978 may be the year in which the trade balance becomes 
negative. This does not mean that U.S. exports will decline; on the 
contrary, in order to continue its growth, Mexico mst import considerable 
quantities of production and capital goods plus increasing amounts of 
foodstuffs for its rapidly growing population. Already preliminary 

first quarter figures show U.S. exports have increased almost 30%. 
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About 65% of Mexico's imports and exports have been with the United 
States and there is no indication that this pattern will change. 


Several factors are combining to increase the Mexican demand for manu- 
factured goods. PEMEX has a $15 billion investment plan for 1977-82. The 
Federal Electrical Commission plans to double power generation every 

six years. Mexican need to expand agricultural production generates a 
demand for agricultural machinery of all types. Also Mexico's plans to 
develop a capital goods industry will require imports of sophisticated 
metal working machinery. Then, too, Mexico will continue to import large 
and probably growing quantities of basic foodstuffs. 


The U.S. Trade Center exhibitions scheduled for August 1978 onward include 
Forest Industries Equipment (August), Chemical Equipment (August), Textile 
Machinery (September), Computers (October), Quality Control Equipment 
(November), Paper and Pulp Equipment (December), Petroleum Industry 
Equipment (February). The Trade 
Center is also available for private exhibitions of U.S. equipment and 
technical seminars. 


B. Trade Policies 


As part of a changing development plan, Mexico continues to modify its 
system of limiting imports from one of licensing to one of tariffs. So 
far the changeover is not true liberalization but it should lead to 
simplification, and it does offer the possibility of future tariff 
reductions. To date 3,552 tariff classifications have been exempted 
from the import permit requirement. These classifications account for 
almost 50% of the items on the Mexican tariff schedule, but they cover 
only 10% of Mexico's import value. In July another 1,000 items are 
supposed to be exempted. As items are decontrolled tariffs are raised 
to provide protection for domestic manufacturers. Mexico's tariff system 
is supposed to be entirely restructured by 1982. 


So far Mexico's policy of careful protection for domestic industry has 

not been basically changed. The techniques used are being changed and 

more careful attention is being given to Mexico's comparative advantage 
in the production of an item in awarding protection. 


Cs Investment Climate 


Mexico depends largely on internally generated savings to finance domestic 
investment; to the extent these are lacking it prefers to borrow. It 
permits foreign direct investment under regulation if it is noncompetitive 
with established investment and when it brings technology which otherwise 
would be unobtainable. There are three basic laws governing foreign 
investment. The current administration has not shown any interest in 
modifying these laws but it has interpreted them flexibly. With the 
expected foreign exchange from increased petroleum exports, and its 
ability to borrow against these potential exports, Mexico probably sees 

no need to change its policies on foreign direct investment. 
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However, the administration of the Foreign Investment Law of 1973 has 

run into trouble. The Commission which the law established to approve 
all new foreign investment has been reaching decisions very slowly. The 
government is aware of the problem. It also postponed for a year a very 
burdensome requirement of the Patent and Trademark Law (the need to 
"link" a domestic trademark with a foreign one). The government, however, 
is forcing autarchic development upon the auto industry by regulation, 
part of which is considered discriminatory toward foreign investment. 
There have been statements that similar regulations are being considered 
for other industries. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 








